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We are certified public accountants licensed to practice in Michigan.
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Check each applicable box below. (See instructions for further detail.)

All required component unitsfunds/agencies of the local unit are included in the financial statements andfor disclosed in the
reporting entity notes to the financial statements as necessary.

There are no accumulated deficits in one or more of this unit's unreserved fund balances/unrestricted net assels
{P.A. 275 of 1980) or the local unit has not exceeded its budget for expenditures.
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The local unit is free of repeated comments from previous years.
The audit opinion is UNQUALIFIED.

The local unit has complied with GASB 34 or GASB 34 as modified by MCGAA Statement #7 and other generally
accepted accounting principles {GAAP).

The board or council approves all invoices prior 1o payment as required by charter or statute.

To our knowledge, bank reconciliations that were reviewed were performed timely.
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To The Department of Housing and
Urban Development

Attached is the financial report of the Pontiac Housing Commission for the year ended

March 31, 2006.
Tt Dringhe, Bt Hlgeo €

Martin, Arrington, Desai & Meyers, P.C.
Certificd Public Accountants

December 21, 2006
Employer Identification No: 38-2071689

Engagement Partner: Ms. Monica Meyers
30200 Telegraph, Suite 444
Bingham Farms, MI 48025
(248) 645-5370
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INDEPENDENT AUDITOR’S REPORT
December 21, 2006
Board of Commissioners Department of Housing &
Pontiac Housing Commmission Urban Development
Pontiac, Michigan Office of Public Housing
Detroit, Michigan

We have audited the accompanying general purpose financial statements of the Pontiac
Housing Commission, as of and for the year ended March 31, 2006. These general
purpose financial statements are the responsibility of the Pontiac Housing Commission’s
management. Our responsibility is to express an opinion on these general purpose
financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financial and compliance audits
contained in Governmental Auditing Standards, issued by the Comptroller General of the
United States. Those standards require that we plan and perform our audit to obtain
reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion.

In our opinion, the general purpose financial statements, referred to above, present fairly,
in all material respects, the financial position of the Pontiac Housing Commission, as of
March 31, 2006, and the results of its operations and cash flows for the year then ended
in conformity with accounting principles generally accepted in the United States of
America.

In accordance with Government Auditing Standards, we have also issued our report dated
December 21, 2006 on our consideration of the Pontiac Housing Commission’s internal
control over financial reporting and our tests of its compliance with certain provisions of



Ma.rtin, A.rrington, Desai, & Meyers, PC.

Certified Public Accountants and Consultants

laws, regulations, contracts and grant agreements and others. The purpose of that report
is to describe the scope of our testing of intemal control over financial reporting and
compliance and the results of that testing and not to provide an opinion on the internal
control over financial reporting or on compliance. That report is an integral part of an
audit performed in accordance with Government Auditing Standards and should be
considered in assessing the results of our audit.

Qur audit was conducted for the purpose of forming an opinion on the general purpose
financial statements taken as a whole. The accompanying Financial Data Schedule and
Schedule of Expenditures of Federal Awards as required by the Department of Housing
and Urban Development and the U.S. Office of Management and Budget Circular A-133,
Audits of States, Local Governments, and Non-Profit Organizations are presented for
purposes of additional analysis and are not a required part of the general purpose
financial statements of the Pontiac Housing Commission. Such information has been
subjected to the auditing procedures applied in the audit of the general purpose financial
statements and, in our opinion, is fairly stated, in all material respects, in relation to the

basic financial statements taken as a whole.
7 éh&;'{%‘“r ’061
/7%%&,.}’ %’fmgém,

Martin, Arrington, Desai & Meyers, P.C.
Certified Public Accountants



PONTIAC HOUSING COMMISSION
STATEMENT OF NET ASSETS
MARCH 31, 2006

ASSETS

Current Assets:

Cash and cash equivalents $ 2,594,115
Investments 100,659
Prepald Expenses 84,572
Accounts Receivable - Miscellaneous 224,780
Accounts Receivable - Tenants, net 6,084
Accounts Receivable - HUD 393,478
Interprogram Due From 348,985
Inventories, net 22,115

Total current assets 3,774,788

Noncurrent Assets:
Capital assets:

Land 1,753,492
Buildings 16,204,932
Furniture, Equipment - Dwellings 309,830
Furniture, Equipment - Administration 854,281
Accumulated Depreciation (13,152,672)
Capital Assets, net 5,969,863
Other Assets 65,221
Total Assets $ 9,809,872

The accompanying notes are an integral part of this statement



PONTIAC HOUSING COMMISSION
STATEMENT OF NET ASSETS
MARCH 31, 2006

LIABILITIES
Current Liabilities: Accounts payable $ 378,671
Accounts payable - other government 81,981
Accrued wage/payroll taxes payable 50,755
Accrued compensated absences 42111
Tenant security deposits 57,111
Deferred revenue 7,824
Interprogram Due 348,985
Other current liabilities 236
Total current liahilities 967,674
Non current liabilities - other
Accrued compensated absences - non current 180,547
Non Current Liabilities Total Non Current Liabilities 180,547
Total Liabilities 1,148,221
NET ASSETS Investment in Capital Assets, Net of related debt 5,969,863
Unrestricted Net Assets 2,691,788
Total Net Assets 8,661,651
Total Liabilities and Net Assets $ 9,809,872

The accompanying notes are an integral part of this statement



PONTIAC HOUSING COMMISSION

STATEMENT OF REVENUES, EXPENSES AND CHANGES IN FUND NET ASSETS

FOR THE YEAR ENDED MARCH 31, 2006

OPERATING REVENUES:

Net Tenant Rental Revenue
HUD PHA Operating Grants
Miscellaneous

Total operating revenues

OPERATING EXPENSES:
Administrative
Tenant services
Utilities
Maintenance
Protective services
General expenses
Housing assistance payments

Depreciation
Total operating expenses

Operating income (loss)
NONOPERATING REVENUES
Interest and investment revenue

Net income (Loss)

Capital Grants
Change in net assets

TOTAL NET ASSETS - Beginning

Prior Period Adjustment

TOTAL NET ASSETS - Ending

The accompanying notes are an integral part of this statement

$ 711,281
6,909,232
73,154

7,693,667

1,871,373
46,589
543,466
608,958
132,952
218,115
4,550,385
698,625

8,670,463

(976,796)

63,309

(913,487)

1,180,080

266,593

11,737,474

(3,342,416)

$ 8,661,651




PONTIAC HOUSING COMMISSION
STATEMENT OF CASH FLOWS
MARCH 31. 2006

CASH FLOWS FROM OPERATING ACTIVITIES:

Cash received from tenants $ 677,995
Operating grants received 7,279,604
Other operating cash receipts 73,154
Cash received from security deposits 4,626
Cash paid for operating expenditures (6,662,343)
Cash paid to employees for services {1,551,748)
Net cash used for operating activities {178,712)
CASH FLOWS FROM CAPITAL AND

RELATED FINANCING ACTWITIES
Purchases of Capital Assets (838,552)
Capital Grants Received 1,180,080
Net cash provided by capital

and related financing activities 341,528
CASH FLOWS FROM INVESTING ACTIVITIES:
Proceeds from sale of investments 1,000,000
Interest Income 63,309
Net cash provided by investing activities 1,063,309
Net increase (decrease) in

Cash and cash equivalents 1,226,125
Beginning of period cash 1,367,990
End of period cash $ 2,594,115

The accompanying notes are an integral part of this statement



PONTIAC HOUSING COMMISSION
STATEMENT OF CASH FLOWS
MARCH 31, 2006

Reconciliation of change in net assets to net cash provided by operating activities:

Decrease in net assets $ 266,593
Adjustments to reconcile change in net assets

to net cash provided by

operating activities:

Depreciation 698,625
Capital Grants (1,180,080)
Interest Income (63,309)
Changes in Operating Assets and Liabilities: :

Receivables - Miscellaneous (29,702)
Tenant accounts receivable (3,584}
Receivables - HUD 362,548
Prepaids 110,480
Inventory (3,200)
Other assets (51,758)
Accounts payable (12,969)
Accounts payable - other governments 81,981
Accrued wage/payroll taxes payable (79,451)
Accrued compensated absences 32,519
Accounts Payable - HUD {320,091)
Tenant security deposits 4,626
Deferred revenues 7,824
Other current liabilities 236

Total adjustments {445,305)
Net cash used for operating activities $ {178,712)

The accompanying notes are an integral part of this statement



PONTIAC HOUSING COMMISSION
NOTES TO FINANCIAL STATEMENTS
MARCH 31, 2006

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Reporting Entity -

The Pontiac Housing Commission (“Commission”) was created by ordinance of the city
of Pontiac. The Commission signed an Annual Contributions Contract {ACC) with the
U.S. Department of Housing and Urban Development (HUD). The ACC requires the
Commission to provide safe, sanitary and decent housing for qualifying senior and low
income families.

The Commission consists of the following at March 31, 2006:

MI 5-1 Low Rent Program 430 units
MI 28-V005 Section 8 Vouchers 768 units

In determining the reporting cntity, the manifestations of oversight, as defined by the
Governmental Accounting Standards Board (GASB), Cod. Sec 2100, were considered.
The criteria include the following:

The nucleus of the financial reporting entity as defined by the Governmental Accounting
Standards Board (GASB) Statement No. 14 is the “primary government”. A fundamental
characteristic of a primary government is that it is a fiscally independent entity. In
evaluating how to define the financial reporting entity, management has considered all
potential component units. A component unit is legally separate entity for which the
primary government is financially accountable. The criterion of financial accountability
are the ability of the primary government to impose its will upon the potential component
unit. Based on the above critcria, no component unit exists.

These criteria were considered in determining the reporting entity.

Basis of Presentation —

The accounts of the Commission are organized by the Catalog of Federal Domestic
Awards (CFDA) numbers, in the Financial Data Schedule; each of which is considered a
separate accounting entity. The operations of each fund are accounted for with a separate
set of self balancing accounts that comprise its assets, liabilities, net assets, revenues, and
expenditures, or expenses, as appropriate. Commission resources are allocated to and
accounted for in individual funds based upon the purposes for which they are to be spent
and the means by which spending activities are controlled.



PONTIAC HOUSING COMMISSION
NOTES TO FINANCIAL STATEMENTS
MARCH 31, 2006

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Proprietary Funds

Enterprise Funds — Enterprise funds are used to account for operations (a) that are
financed and operated in a manner similar to private business enterprises — where the
intent of the governing body is that the costs (expense, including depreciation) of
providing goods or services to the general public on a continuing basis be financed or
recovered primarily through user charges; or (b) where the governing body has decided
that periodic determination of revenues eamed, expenses incurred, and/or net income is
appropriate for capital maintenance, management control, accountability, or other
purposes.

Basis of Accounting —

Basis of accounting refers to when revenues and expenditures or expenses are recognized
in the accounts and reported in the financial statements. Basis of accounting relates to the
timing of the measurements made, regardless of the mcasurement focus applied.

Proprietary Funds are accounted for using the accrual basis of accounting. The revenues
are recognized when they are cammed, and their expenses are recognized when they are

incurred.
Budgectary data —

Formal budgetary integration is employed as a management control device during the
year in proprietary type funds. Budgets for funds are adopted on a basis consistent with
generally accepted accounting principles (GAAP) for that fund type. The Commission
adopts a budget annually, and amends the budgets as it feels necessary in order to
maintain financial integrity.

Assets, Liabilities, and Net Assets —
Deposits and Investments

Deposits are stated at cost; the carrying amount of deposits is separately displayed on the
balance sheet as cash and cash equivalents; investments are stated at market value.



PONTIAC HOUSING COMMISSION
NOTES TO FINANCIAL STATEMENTS
MARCH 31, 2006

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Cash Equivalents

Cash equivalents represent investments purchased with a three month maturity or less;
investments meeting this criteria are reclassified for financial statement purposes as cash.

Inventory

Inventory is valued at the lower of cost (First in, first out) or market. Inventory consist of
expendable supplies held for consumption. The cost of supplies is recorded as an
expenditure at the time the inventory is consumed.

Fixed Assets

The accounting and reporting treatment applied to the fixed assets are determined by its
measurement focus. All propriety funds are accounted for on a cost of services or
“capital maintenance” measurement focus. This means that all assets and all liabilities
(whether current or non-current) associated with their activity are included on their
balance sheets. Their reported fund equity (net total assets) is segregated into contributed
capital and undesignated fund balance components. Proprietary fund type operating
statements present increases (revenues) and decreases (expenses) in net total assets.

Depreciation of all exhaustible fixed assets used by proprietary funds 1s charged as an
expenses against their operations; depreciation has been provided over the estimated
useful lives using the straight line method. The estimated useful lives are as follows:

Building and Improvements 27.5 years
Equipment 3 - 10 years

Compensated Absences

Sick leave and other compensated absences with similar characteristics have been
accrued as a liability. The amount accrued was based on the probability that the
Commission will compensate the employees for the benefits through cash payments as a
condition of the employees’ termination or retirement.

10



PONTIAC HOUSING COMMISSION
NOTES TO FINANCIAL STATEMENTS
MARCH 31, 2006

NOTE 2 - CASH AND INVESTMENTS

The composition of cash and investments is as follows:

Cash:

General Fund Checking Account
Money Market Savings

Petty Cash

Investment — Certificate of Deposit

$2,440,680
152,935
500
2,594,115
100,659

—_

$2,654,774

All Commission cash and time deposits are unrestricted. All investments are in money

market accounts.

NOTE 3 — LAND, STRUCTURES AND EQUIPMENT

Development, Modernization and Land, Structures and Equipment balances at March 31,

2006 consisted of the following:

Beginning End
Of Year Additions Deletions of Year

Land $ 1,753,492 h) 0 8 0 % 1,753,492
Buildings 22,877,082 1,066,652 7,738,802 16,204,932
Furniture &

Equipment — Dwellings 374,160 64,330 309,830
Furniture &

Equipment — Admin 908,111 53.830 854,281

25,912,845 1,066,652 7,856,962 19,122,535

Less: Accumulated

Depreciation 16,740,993 698.625 4,286.446 13,152,672
Total Land, Structures,

And Equipment $9,171,852 $ 368,027 3,570,516 § 5,969,863

The PHA capitalizes items costing at least $500 with a life of more than one year.

11



PONTIAC HOUSING COMMISSION
NOTES TO FINANCIAL STATEMENTS
MARCH 31, 2006

NOTE 4 - RETIREMENT PLAN

The Commission provides a pension benefits plan for all its full time employees through
a defined contribution plan. In a defined contribution plan, benefits depend solely on
amounts contributed to participate from the date of employment. The Commission
contributes an amount equal to 3% of the employee’s base salary each month while the
employees may not contribute. The Commission’s contributions for each employee are
vested in varying increments based upon union agreements. Commission contributions
for, and interest forfeited by, employees who leave employment are used to reduce the
Commission’s current-period contribution requirement.

The Pension Plan is the City of Pontiac Employees Retirement System which includes
the General City (including Commission employees) and the Stadium Authority. Since
the Commission employees are not separated from others, therefore Actuarial Accrued
Liability and Annual Required Contributions data have not been presented; further
information can be obtained from the City of Pontiac Employees’ Retirement System
Annual Report for the period ended December 31, 2002.

NOTE 5 - ECONOMIC DEPENDENCY

The Commission receives the majority of the funds used for housing projects from the U.
S. Department of Housing and Urban Development.

NOTE 6 — RISK MANAGEMENT

In the normal course of business, the Pontiac Housing Commission is exposed to various
risks of loss related to torts; theft of, damage to and destruction of assets; errors and
omissions; and natural disasters for which the Authority carries commercial insurance.

NOTE 7 - GRANTS

The Commission participates in federal grant programs, which are governed by various
rules and regulations of the grantor agency. Costs charged to the respective grant
programs are subject to audit and adjustment by the grantor agency; therefore, to the
extent that the Commission has not complied with the rules and regulations govemning,
refunds of any money received may be required and the collectibility of any related
receivable at March 31, 2006 may be impaired. In the opinion of the Commission , there
are no significant contingent liabilities relating to compliance with the rules and
regulations governing the respective grants; therefore, no provision has been recorded in

12



PONTIAC HOUSING COMMISSION
NOTES TO FINANCIAL STATEMENTS
MARCH 31, 2006

NOTE 7 — GRANTS — Continued

the accompanying general purpose financial statements for such contingencies. The
Commission is subject to possible examination by Federal authorities that determine
compliance with terms, conditions, laws and regulations governing grants given to the
Commission in the current and prior years.

NOTE 8 — PRIOR PERIOD ADJUSTMENT

During the year the Pontiac Housing Commission recorded a prior period adjustment in
the amount of $3,342,416. The Lakeside Apartment Complex was demolished in the
prior year, resulting in an adjustment of $3,368,202. Various HUD adjustments resulted
in an adjustment of $25,786.

Net Assets Beginning Balance — 3/31/05 $11,737,474
Lakeside Demolition (3,368,202)
HUD Receivable Adjustment 25,786

Restated Beginning Net Assets $ 8.395.058

13



PONTIAC HOUSING COMMISSION
FINANCIAL DATA SCHEDULE
MARCH 31, 2006
Fmanc:al Data Schedule - Balance Sheet
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PONTIAC HOUSING COMMISSION
FINANCIAL DATA SCHEDULE

MARCH 31, 2006
F1nanc1al Data Schedule - Balance Sheet
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PONTIAC HOUSING COMMISSION
FINANCIAL DATA SCHEDULE
FOR THE YEAR ENDED MARCH 31, 2006

Fmanmal Data Schedule - Revenue & Expenses
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PONTIAC HOUSING COMMISSION
FINANCI|AL DATA SCHEDULE
FOR THE YEAR ENDED MARCH 31, 2006

Emp R
252

General expenses
Insurance premiums

Other General Expenses
in lieu of taxes

ts

 Bad debt- morigages
Bad debr - other

Interest expense

o
968;  Severance expense
: Subrotal

4550385
663,491 1,034 ¢ 34,100 % 698,625

2,689,811 363,863 367,779 3,421,453

_ 970 EXCESS OPERATING REVENUE OVER OPERATING EXPENSES  © (813878){ 5149402

" 1,180,079 5,515,603

Extracrdinary maintenance
Casualty losses - non-capitalized

Housing assistance paymenls
Deprecialion expense

Debt principal payment- governmenta,

3,353,302 4,915,282 401,879 8,670,463

~_ Operating transfers in

_ Extraordinary Items (nel
Special Jlers (net gain/loss)

. 1010:TOTAL OTHER FINANCING SOURCES (USES) - - - -1

1000 EXCESS (DEFICIENCY) OF TOTAL REVENUE OVER (UNDER) TO

(1,477.369) 597,983 1,145,979 266,593 I

MEMOQO account infc.brmat.ion_ ]

| payments enerprise funds .
) 1,029,011

278514 L
(311,586)

Prior period adjustments, equity transfers and correction of errors (3,381,784)

Changes in compensated absence liability balance (in the GLTDAG) ¢

Changes in contingent liability balance (in the GLTDAG)
i u n liability (in the GLTDAG)
. Changes in special term/severance benefils liability (in the GLTDAG)




PONTIAC HOUSING COMMISSION
FINANCIAL DATA SCHEDULE
FOR THE YEAR ENDED MARCH 31, 2006

Financial Data Schedule - Revenue & Expenses

‘Accont Des

‘14872

.. Changes in allowance for doubtful accounts - other
Depreciation "add back”

”_ period of less than twelve months

C prograim rescrve

Unit monihs available
Number of unit months leased

Prorata maximum annual centributions applicable to a o

: Ch;ngf;s m é]ic;w‘ari(;e for douE)tful accounls , dwélling fenis .

Maximum annual contributions commitment {per ACC)
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"T309%,394 | 4098394
283,008 283,008
4,381,402 © 381402

92161 14,388
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND
ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

December 21, 2006

Board of Commissioners Department of Housing &
Pontiac Housing Commission Urban Development
Highland Park, Michigan Office of Public Housing

Detroit, Michigan

We have audited the financial statements of the Pontiac Housing Commission as of and
for the year ended March 31, 2006 and have issued our report thereon dated December
21,2006, We conducted our audit in accordance with anditing standards generally
accepted in the United States of America, and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the
United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Pontiac Housing Commission’s
internal control over financial reporting in order to determine our auditing procedures for
the purpose of expressing our opinion on the financial statements and not

to provide assurance on the internal control over financial reporting. Our consideration
of the internal control over financial reporting would not necessarily disclose all matters
in the internal control that might be matcrial weaknesses. A material weakness is a
reportable condition in which the design or operation of one or more of the internal
control components does not reduce to a relatively low lcvel the risk that misstatements
caused by error or fraud in amounts that would be material in relation to the general
purpose financial statements being audited may occur and not be detected within a timely
period by employees in the normal course of performing their assigned functions. We
noted no matters involving the internal control over financial reporting and its operation
that we consider to be material weaknesses.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Pontiac Housing
Commission’s general purpose financial statements are free of material misstatement, we
performed tests of its compliance with certain provisions of laws, regulations, contracts
and grant agreements, noncompliance with which could have a direct and material effect
on the determination of financial statement amounts. However, providing an opinion on
compliance with those provisions was not an objective of our audit and, accordingly, we
do not express such an opinion. The results of our tests disclosed no instances of
noncompliance that are required to be reported under “Government Auditing Standards ™.

We noted certain matters that we reported to management of the Pontiac Housing
Commission in a separate letter dated December 21, 2006.

This report is intended solely for the information of the Board of Commissioners,

management and the Department of Housing and Urban Developmen
W, dfﬂﬂg)lh, s 4 ’ Z;La“"" /QL

Martin, Arrington, Desai & Meyers, P. C.
Certified Public Accountants
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INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE APPLICABLE TO
EACH MAJOR PROGRAM AND ON INTERNAL CONTROL OVER
COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

December 21, 2006

Board of Commissioners Department of Housing &
Pontiac Housing Commission Urban Development
Highland Park, Michigan Office of Public Housing

Detroit, Michigan

Compliance

We have audited thc compliance of the Pontiac Housing Commission with the types of
compliance requirements described in the U.S. Office of Management and Budget (OMB)
Circular A-133 Compliance Supplement that are applicable to each of its major federal
programs for the year ended March 31, 2006. The Pontiac Housing Commission’s major
federal programs are identified in the summary of auditor’s results section of the
accompanying schedule of findings and questioned costs. Compliance with the
requirements of laws, regulations, contracts and grants applicable to each of its major
federal programs is the responsibility of Pontiac Housing Commission’s management.
Our responsibility is to express an opinion on Pontiac Housing Commission’s compliance

based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally
accepted in the United States of America; the standards applicable to financial audits
contained in Government Auditing Standards, 1ssued by the Comptroller General of the
United States; and OMB Circular A-133, Audits of States, Local Governments, and Non-
Profit Organizations. Those standards and OMB Circular A-133 require that we plan and
perform the audit to obtain reasonable assurance about whether noncompliance with the
types of compliance requirements rcferred to above that could have a direct and material
effect on a major federal program occurred. An audit includes examining, on a test basis,
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evidence about Pontiac Housing Commission’s compliance with those requirements and
performing such other procedures, as we considered necessary in the circumstances. We
believe that our audit provides a reasonable basis for our opinion. Qur audit does not
provide a legal determination on the Pontiac Housing Commission’s compliance with

those requirements.

In our opinion, Pontiac Housing Commission complied, in all material respects, with the
requirements referred to above that are applicable to each of its major federal programs
for the year ended March 31, 2006. However, the results of our auditing procedures
disclosed instances of noncompliance with those requirements, which are required to be
reported in accordance with OMB Circular A-133 and which are described in the
accompanying schedule of findings and questioned costs as items 1 and 2.

Internal Control Over Compliance

The management of the Pontiac Housing Commission is responsible for establishing and
maintaining effective intcrnal control over compliance with requirements of laws,
regulations, contracts and grants applicable to federal programs. In planning and
performing our audit, we considered the Pontiac Housing Commission’s internal control
over compliance with requirements that could have a direct and material effect on a major
federal program in order to determine our auditing procedures for the purpose of
expressing our opinion on compliance and to test and report on internal control over
compliance in accordance with OMB Circular A-133.

Our consideration of the internal control over compliance would not necessarily disclose
all matters in the internal control that might be material weaknesses. A matenal
weakness is a condition in which the design or operation of one or more of the internal
control components does not reduce to a relatively low level the risk that noncompliance
with applicable requirements of laws, regulations, contracts and grants caused by error or
fraud that would be material in relation to a major federal program being audited may
occur and not be detected within a timely period by employees in the normal course of
performing their assigned functions. We noted no matters involving the internal control
over compliance and its operation that we consider to be material weaknesses.

Schedule of Expenditures of Federal Awards

We have audited the basic financial statements of the Pontiac Housing Commission as of
and for the year ended March 31, 2006, and have issued our report thereon dated
December 21, 2006. Our audit was performed for the purpose of forming an opinion on
the basic financial statements taken as a whole. The accompanying schedule of
expenditures of federal awards is prescnted for purposes of additional analysis as required
by OMB Circular A-133 and is not a required part of the basic financial statements. Such
information has been subjccted to the auditing procedures applied in the audit of the basic
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financial statements and, in our opinion, is fairly stated, in all material respects, in
relation to the basic financial statements taken as a whole.

This report is intended solely for the information of the Board of Commissioners,
management and the Department of Housing and Urban Development.

W/Z‘L’/ ﬂf{/n 574’” BML" %w, /ﬂ C.

Martin, Arrington, Desai & Meyers. P. C.
Certified Public Accountants
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PONTIAC HOUSING COMMISSION
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
MARCH 31, 2006

FEDERAL
CFDA/AGENCY FEDERAL
FEDERAL GRANTOR/PROGRAM TITLE NUMBER EXPENDITURES
Major Programs:
Department of Housing and Urban Development
Low Rent Public Housing 14.850a $ 1,047,920
Housing Choice Vouchers 14.871 5,493,534
Capital Fund Program 14.872 1,547,858
TOTAL FEDERAL ASSISTANCE $ 8,089,312
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PONTIAC HOUSING COMMISSION
NOTES TO SCHEDULE OF EXPENDITURES
OF FEDERAL AWARDS

NOTE 1 — BASIS OF PRESENTATION

The accompanying schedule of expenditures of federal awards includes the federal grant
activity of the Pontiac Housing Commission and is presented on the accrual basis of
accounting.

The information in this schedule is presented in accordance with the requirements of
OMB Circular A-133, Audits of States, Local Governments and Non-Profit
Organizations. Therefore, some amounts presented in this schedule may differ from
amounts presented in, or used in the preparation of, the basic financial statements.
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PONTIAC HOUSING COMMISSION
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED MARCH 31, 2006

SUMMARY OF AUDIT RESULTS

L.

7.

The auditor’s report expresses an unqualified opinjon on the basic financial
statements of the Pontiac Housing Commission.

No material weaknesses were identified during the audit of the financial
statements.

No instances of noncompliance material to the financial statements of the Pontiac
Housing Commission were disclosed during the audit.

No reportable conditions or material weaknesses relating to the audit of the major
federal award programs were disclosed during the audit.

The auditor’s report on compliance for the major federal award programs for the
Pontiac Housing Commission expresses an unqualified opinion.

Audit findings relative to the major federal award programs for Pontiac Housing
Commission are reported in this schedule.

The programs tested as major programs included:

Programs C.F.D.A./ Agency Number

a. Low Rent Public Housing 14.850a
b. Housing Choice Vouchers 14.871
b. Public Housing Capital Fund Program 14.872

8. The threshold for distinguishing Types A and B programs was $300,000.

9. The Pontiac Housing Commission was determined to be a high-risk auditee.

FINDING — FINANCIAL STATEMENTS AUDIT

None
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PONTIAC HOUSING COMMISSION
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED MARCH 31, 2006

FINDINGS AND QUESTIONED COSTS — MAJOR FEDERAL AWARD
PROGRAMS AUDIT

DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT
FINDING 1 — Section 8, CFDA 14.871 and Low Rent Public Housing, CFDA 14.850a

Statement of Condition: Tenant rent payments calculated incorrectly using the net
income for Social Security.

Criteria: Rent payments are calculated using the gross income for Social Security.

Cause of Condition: Procedures in place to ensure that rent is calculated correctly were
not followed.

Recommendation: The responsible employee should be reminded of the procedures in
place to ensure correct calculation of tenant’s rent.

FINDING 2 - - Section 8, CFDA 14.871 and Low Rent Public Housing, CFDA 14.850a

Statement of Condition: Certain documents required to be maintained in the tenant files
were missing.

Criteria: Bach tenant file must contain specific forms to substantiate eligibility.

Cause of Condition: Procedures in place to ensure that tenant files contain the required
forms to determine eligibility.

Recommendation: The responsible employee should be reminded of the procedures in
place to ensure proper tenant file maintenance.
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PONTIAC HOUSING COMMISSION
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
YEAR ENDED MARCH 31, 2006

DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

FINDING NO. 1 -

Condition: Part of the payroll is prepared by the Pontiac Housing Commission and part
by the City of Pontiac.

Recommendation: The Pontiac Housing Commission should process its own payroll.

Current Status: The Pontiac Housing Commission keeps detailed payroll records when
submitting their payroll to the City of Pontiac. Finding cleared.

FINDING NO. 2 -
Condition: No detail for fixed asset costs.

Recommendation: The Pontiac Housing Commission should have all assets appraised by
an outside party.

Current Status: The Pontiac Housing Commission is in the process of writing off
obsolete and demolished property and equipment.
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March 12, 2007

Board of Directors
Pontiac Housing Commission
Pontiac, Michigan

In planning and performing our audit of the financial statements of Pontiac Housing
Commission for the year ended March 31, 2006, we considered the Organization’s
intemal control in order to determine our auditing procedures for the purpose of
expressing an opinion on the financial statements and not to provide assurance on intemal

control.

However, during our audit, we became aware of several matters that are opportunities for
strengthening internal controls and operating efficiency. We previously reported on the
Qrganization’s internal control in our report dated December 21, 2006 for a financial and
compliance audit. This letter does not affect our report dated December 21, 2006 on the
financial statements of Pontiac Housing Commission.

We will review the status of these comments during our next audit engagement. We have
already discussed many of these comments and suggestions with various Organization
personnel, and we will be pleased to discuss these comments in further detail at your
convenience, to perform any additional study of these matters, or to assist you in
implementing the recommendations. Qur comments are summarized as follows:

Payroll

The Housing Commission is indebted to the City of Pontiac for salaries and wages paid
on the Commission's behalf for several years. It is our understanding that the payment of
the liability is dependent on the City billing the Commission. And, since the City of
Pontiac has failed to submit the billings for the salaries and wages costs, the Commission

has not paid the liability.

It is our recommendation that the PHC immediately pay the City the balance due for the
salaries and wages paid by the City. It is sound and prudent business practice to pay
liabilities incurred and paid by others. Also, considering the fact that these costs may
have been reimbursed by HUD and other Grantors to the Commission further compounds
the issue. We recommended that payroll be paid on time regardless of whether a bill is
received from the City. The Commission can pay the City based on payroll registers
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received directly from the City that details the amounts paid to Commission employees.
The Commission uses the payroll register to record salary data into the financial ledgers.

Fixed Assets

The client’s supporting subsidiary fixed assets schedule does not agree to the amount
reported in the control Fixed Asset trial balance. This has been an ongoing problem for

many years.

It is our understanding that the demolition of the Lakeside complex was not recorded and
reported correctly in prior years and is the major cause of the differences. Adjustments
for the Lakeside complex were made during the audit period. Also, an error was made
recording depreciation expense during the prior year and was corrected this year.

The fixed assets subsidiary schedules should agree to the amount reported on the trial
balance control account. Any differences should be identified, investigated, and
corrected before the year ends and before the audit is to begin. This may require the
client to review all postings to the control accounts in the general ledger as well as
verifying amounts reported on the subsidiary schedule. The control and subsidiary fixed
asset listing should be reconciled monthly to ensure agreement

Third Party Reporting (REAQC)

Several reports are sent to HUD and other agencies by PHC. These reports (FDS) are
based on the accounting information generated by the Commission directly from the
financial records such as the trial balances, general ledgers and subsidiary schedules, etc.

During the audit period, we experienced difficulty in agreeing the FDS reports to the
records of the Commission. Many of the differences were due to adjustments made in the
prior year and not reported in the FDS. As noted earlier, the adjustments are problematic
and in most cases complex.

Nevertheless, it is the Commission's responsibility to provide adequate audit trails, which
are reasonably easy to follow, and which agree to the amounts reported to the Grantor.
Audit trails may consist of a myriad of documents, schedules and records. The trail
should not be difficult to follow and understand.
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